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By SAMPSON DAWE 
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and convenient. 


R. DAWE’S “Unique Manual”’ contains all the information in 
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This book,— heretofore known as the “ Complete Digest ”—on 
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enabling them to study all the economic factors in the management 
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ledge of the business which is invaluable in developing a capacity 
for efficient solicitation. 

No other statistical work on life insurance compares with this 
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THE NET VALUATION ISSUE AGAIN RAISED. 





Discussed Before the International Congress of Actuaries—Weight of Opinion Against Prelim- 
inary Term Reserve—Emory McClintock’s Position in Regard to: the Latest Proposition. 





The question of net valuations and America and in foreign countries, the 
preliminary term reserves received an _ preliminary term idea seems to be thor- 
extended discussion before the Inter- oughly discredited. In fact, it has been 
national Congress of Actuaries held in abandoned by its chief actuarial voucher 
New York City the first week in Septem- and also by the company whose imme- 
ber. The result of that discussion is to diate interests first led to the attempt to 
further bring the weight of actuarial undermine the net valuation system in 
authority against preliminary term valua- Massachusetts. 
tion, and to support the view taken early We referred last month to the fact that 
in the controversy by this magazine con- Actuary Miles M. Dawson presented a 
cerning the attitude of such authorities. mew proposition before the Actuarial 
Among other things it brought out with Society of America regarding net valua- 
more emphasis than at any previous time tion, proposing a modification of the 
in the discussion of this problem, that present life insurance reserves, on the 
the views of Dr. T. B. Sprague, the ground that in the early years of the 


eminent English actuary, have been mis- POlicy, the favorable mortality met with 


used and misquoted. This is of the by the companies warranted such a modi- 
: fication. ‘The same proposition was pre- 


sented before the International Society of 
nary term idea had its origin in the views Actuaries by Henry Moir, now actuary of 
attributed to Dr. Sprague. the Provident Savings Life, and formerly 

Once more, also, the discussion em- 0 English actuary of some note. Mr. 
phasized the misconception which the Moir’s paper brought out the discussion 


d f th limi ; to which we have referred above. The 
advocates of the preliminary term plan most complete review of this paper and 


have placed upon the views of that the discussion which followed appears in 

eminent American actuary, Emory the “ Spectator’ of New York, and we 

McClintock. With the two main sup- therefore reprint it as it appeared in a 

ports for the sweeping position taken by publication which has in the past sup- 
ap» ported the preliminary term idea. 

the preliminary term advocates thus lost, The title of Mr. Moir’s paper was 

and the soundness of the idea challenged = « Relationship of Initial Expenses and 


by many other leading actuaries, both in Selection to Valuation.’’ 


utmost importance, because the prelimi- 


RELATION OF INITIAL EXPENSES TO VALUATION DISCUSSED. 
FROM THE SPECTATOR OF NEW YORK. 
None of these papers elicited any dis- mula for valuation brought forward in a 
cussion until the final one was reached. paper by Mr. Dawson at the May meet- 
In his paper Mr. Moir discussed the for- ing of the Actuarial Society of America, 
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to which was given the name “ Select and 
Ultimate.’”’ The theory is that the net 
premiums on which the office premiums 
are based are taken from an ultimate 
mortality table, after the early effects of 
selection have disappeared, and that the 
saving by reason of light mortality in the 
early years may properly be used as a 
direct offset against initial expenses. The 
saving in mortality during these years is 
caused by good management on the part 
of the company ; and it seems reasonable 
that this saving should be offset in the 
first place against the expenses incurred 
in introducing the selected lives. Some 
companies make a larger amount and 
some a smaller amount of profit from light 
mortality ; and in like manner, some com- 
panies spend more freely than others in 
acquiring their new business. There is 
clearly a relationship between these two, 
because if no expense whatever is in- 
curred there will be no saving from light 
mortality. Mr. Moir then explains the 
formula and points out briefly its advant- 
ages .and limitations, giving also a few 
calculations which show what the practi- 
cal outcome of this method of valuation 
would be. He says one of the greatest 
advantages of this method of valuation is 
that it makes a scientific allowance for 
initial expense (in addition to the loading 
in the first premium), not only in the case 
of whole life, but also under limited pay- 
ment policies and endowments. 

Mr. McClintock opened the discussion 
on this paper by calling attention to the 
novelty and importance of this method of 
valuation, which he said had been devised 
to do away with the objections to the 
preliminary one-year term method. He 
had been quoted as having fully endorsed 
the method suggested by Mr. Sprague in 
regard to using the first year’s premium 
as for the purchase of term insurance, but 
Mr. Sprague had only recommended that 
that plan be followed in connection with 
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whole life insurances, and even then with 
certain modifications. ‘That was the sug- , 
gestion he had endorsed, not that the 
first year’s premium on every form of 
policy could be so used. He thought 
that the plan now submitted was the most 
cautious, prudent and conservative method 
ever proposed, but wanted it understood 
that his approval was limited by the same 
restrictions as in the case of Dr. Sprague. 
The discussion then became exceed- 
ingly animated, a large number of mem- 
bers indicating anxiety to speak. Walter 
C. Wright read a statement indicating 
unalterable opposition to any departure 
from the strict rule of net valuation. L. 
McAdam came to the defence of the one- 
year-term plan, arguing that it was a case 
of scientific theories against practical 
facts. It was simply putting first year’s 
expense on the first year’s premium, which 
did no injustice to anybody, the insurance 
not being applied for for one year only. 
Mr. Carment thought the question must 
be considered from the standpoint of the 
policyholders as a whole. Mr. Trefzer 
denounced the plan as unscientific, argu- 
ing that there was no connection between 
mortality and expense. He recommended 
that it be made a special question for the 
next Congress. Mr. Gunn said that the 
actuaries of the United Kingdom regretted 
that Mr. Sprague had given utterance to 
the preliminary term idea, and claimed 
that the only companies which had 
adopted it had become weaker instead of 
stronger. Mr. Hahn thought the net 
premiums should all be on the same 
basis, and that any departure might lead 
to abuse. He did not think the new 
plan would lead to economy. Mr. 
McDugald of Canada thought it a most 
important question, in view of the neces- 
sary expense of procuring new business. 
Mr. Hardy regretted that Mr. Moir, 
who had received his training among the 
best actuaries in the world, should be so 
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led away as to attempt to manufacture an 
artificial theory. He deplored his course 
as a misuse of knowledge. To his mind 
the plan was devised to cover up the re- 
sults of over-sanguine management, and 
if encouraged it would be equally possible 
to devise other systems, and the question 
arose where would such innovations stop. 
Mr. Barker said that while not an advo- 
cate of the preliminary term plan as one 
for universal adoption, yet he felt it had 
its place, and was defensible, both from a 
legal and a scientific standpoint. Mr. 
Raffmann agreed with the conclusions of 
Mr. Moir, while, Messrs. Wells, Ireland 
and Hall spoke against the one-year-term 
plan. Mr. Dawson admitted the abuse 
to which the preliminary term plan is sub- 
ject, and said the formula had been de- 
vised to do away with it. He thought it 
more important that the valuation follow 
facts rather than the net premium, and 
asked for a fair consideration of the plan 
in the light of the relief evidently needed 
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to properly provide for new business ex- 
penses, especially in the case of young 
companies, 

At this point adjournment was taken, 
but in the afternoon Mr. Moir was given 
the floor to close the discussion. He 
said, in reply to Mr. Hardy, that he still 
held to the tenets of his conservative 
training and principles, and called atten- 
tion to the fact that the discussion had 
centered around the preliminary term plan 
rather than his paper, owing, probably to 
the fact that the delegates had had but 
little time to give to the consideration of 
his paper. He thought it a gross mis- 
conception that the plan would lead to 
greater extravagance. Under the formula 
the net valuation would be reached in less 


than five years, most probably after three 
years, and thus created a standard stricter 
than that of Great Britain. The object 
of the formula was to take the dangerous 
element from the present preliminary 
term plan and give something more defi- 
nitely safe. 


WHAT MR. McCLINTOCK SAID AND HIS VIEWS UPON RESERVES, 


In commenting upon this discussion, 
the “ Spectator’’ had this to say: 

“Policy Reserves and Initial Expenses. 
—The discussion on this general topic 
centered mainly round the paper of Mr. 
Moir, on ‘ Relationship of Initial Expenses 
and Selection to Valuation.’ This paper 
had a most flattering introduction to the 
attention of the Congress in a few words 
from Mr. McClintock, who stated that he 
considered the method there discussed 
as the most cautious, most prudent and 
most conservative method ever proposed 
to provide for initial expenses. The dis- 
cussion which followed showed that a 
majority of the members had not taken 
the time to consider the paper, and, un- 
fortunately, they were led still further 
astray by a criticism of any departure 
whatsoever from the sacred method of 
net valuation imposed early in the history 


of the Massachusetts Department, fol- 
lowed by an ill-timed, though perhaps 
logical, defense of the preliminary one- 
year term plan. Consequently most of 
the discussion did not concern Mr. Moir’s 
paper at all, and its merits or demerits 
have yet to be convincingly shown. The 
paper dealt in a frank, manly way with a 
problem, which is admitted by all actuaries 
to be a most vital one, and especially to 
young companies, that of making a proper 
provision for the heavy initial expenses 
which are incurred in the procurement 
of new business. It was freely admitted 
in the paper that the preliminary term 
plan was open to grave abuses, and that 
this plan, based on scientific grounds, 
was intended to obviate those abuses ; 
that by it the policies would come closer 
to the net valuation in a shorter time, 
and that it created a stricter standard 
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than the one used by a large number of 
British companies. In spite of all this, 
however, the general impression seemed 
to prevail that an unwise departure from 
accepted theories and standards had been 
made, which could not be forgiven. 
Fortunately, the plan has some good 
friends, and it is not improbable that 
when the paper is calmly and carefully 
considered others will find reasons to 
change their views. Meantime Mr. Moir 
is to be congratulated on having been the 
cause of one of the most exciting debates 
of the Congress.” 

In relation to the “ Spectator’s”’ re- 
port of this discussion and its comment 
thereon, the following correspondence 
has passed between the editor of this 
magazine and Mr. McClintock : 

Boston, Sept. 12, 1903. 
Mr. Emory McClintock, New York, N. Y. 

Dear Sir :—In the “Spectator ”’ of this 
week I find this statement in connection 
with the paper read by Actuary Moir 
before the International Congress on the 
“ Relationship of Initial Expenses and 
Selection to Valuation”’ : 

This paper had a most flattering introduction to 
the attention of the Congress in a few words from 
Mr. McClintock, who stated that he considered 
the method there discussed as the most cautious, 
most prudent and most conservative method ever 
proposed, to provide for initial expenses. 

Before commenting upon Mr. Moir’s 
paper and the discussion which took 
place thereon, I am anxious to verify the 
position taken by one whose leadership 
in actuarial matters is so universally re- 
cognized. I should like to verify, in the 
first place, the correctness of the report 
of your remarks, and in the second place 
to ask if these remarks are to be inter- 
preted as a belief on your part,that the 
method of valuation suggested by Mr. 
Moir is preferable to the net valuation 
now pursued by the Massachusetts De- 
partment. 

Possibly you have a stenographic re- 
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port of your remarks. If so, I should be 
glad to have you send it forward to me. 


Henry H. Putnam. 


NEw YorRK, Sept. 16, 1903. 
Mr. Henry H. Putnam, Boston, Mass. 

Dear Sir :—The sentence quoted from 
the “Spectator,” in your favor of Sept. 
12, is substantially correct according to 
my recollection. Another report in the 
same paper, page 131, was not correct. 
I have no copy of my remarks at the 
Congress on Mr. Moir’s paper, which 
were extemporaneous. Under the five- 
minute rule, I had no time to give a 
detailed opinion. I mentioned that in a 
paper of mine of 1898, published in the 
Transactions of the Actuarial Society, I 
had expressed approval, for young com- 
panies, of Dr. Sprague’s method of valua- 
tion, as devised by him for ordinary life 
policies, and referred to that paper for 
my general opinions on the whole sub- 
ject. I objected to the way in which 
Dr. Sprague’s suggestion for valueing 
ordinary life policies from the beginning 
of the second year had been applied in 
this country to limited payment life and 
endowment policies. I said that with so 
many small companies in this country 
using the one-year term plan, the intro- 
duction of a more scientific system, such 
as this of Mr. Dawson’s, was a cause for 
satisfaction. I began my remarks by 
saying that no company already working 
satisfactorily on the net system would be 
likely to change to any other. 

In response to your second question, 
my judgment is that the Massachusetts 
commissioner has, of course, no choice 
except to carry out the law of his state. 
I should favor a change of the law so as 
to permit individual companies to hold 
reserves under this new system, provided 
the full net value were made up, as indi- 
cated in Mr. Moir’s paper, after five years 
from the date of each policy. ‘The object 
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of this change, of course, would be to 
give young and struggling companies a 
chance. Companies holding the full net 
reserve from the beginning of each policy 
should be carefully distinguished in the 
official reports from these taking advan- 
tage of the more lenient system, and com- 
parisons of surplus, strength, etc., between 
companies holding reserves on the two 
different systems should be forbidden by 
law. 

Theoretically speaking, if life insurance 
were a new thing, Mr. Dawson’s system 
of valuation would, so far as I can see, be 
sufficient and satisfactory. We do not, 
however, live in a world of theory. Life 
insurance is now an old and great institu- 
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tion, with the net system almost vitally a 
part of it. The actuarial profession and 
the public are accustomed to it, and there 
is much to be said for the suspicion with 
which departures from it are generally 
regarded. There is this particularly to 
be said, that the net system is in force, 
and is widely understood, while variations 
have to make their way and are not likely 
to find general acceptance except after 


long delay and with much opposition. 
In this state of affairs, if variations are 
once begun, a whole brood of unwhole- 
some variations may arise to trouble us. 
It is always safe to adhere to tried and 
sound standards, for company purposes, 
whatever the law may allow. 


Emory MCCLINTOCK. 


AN OLD FRIEND IN A NEW GARB—COMMENT BY THE EDITOR. 


We thus have before us quite a com- 
plete resume of the discussion before the 
International Congress and the attitude 
taken by the various actuaries towards 
the plan of valuation advocated by Mr. 
Dawson and Mr. Moir. 

Its reception thus far in actuarial cir- 
cles is, to say the least, not cordial. 
When Mr. Dawson first made his propo- 
sition to modify the reserve on the basis 
of mortality, it seemed to us possible that 
that there might be room for discussion 
herein along new lines entirely unrelated 
to the question of expense. We find, 
however, that it is the same proposition 
brought up ina new form and with the 
same intent, namely, to obtain a larger 
share of premium receipts for expenses. 

The title of Mr. Moir’s paper compelled 
the discussion of the preliminary term 
proposition, much as he and others may 
have wished to avoid debate upon that 
discredited proposition. Mr. Moir en- 
deavors to establish a relation between 
initial expenses and valuation, and it is 
at this point that the fallacy of his propo- 
sition creeps in and its unsoundness lies 


revealed. The reserve in life insurance 


is totally unrelated to the question of 
expenses, a fact which is as immutable 
and unchanging as the law of gravity. 
The net premium is based upon two 
factors, mortality and interest. Expense 
does not enter into the computation. 
Expense in life insurance has no more to 
do with reserves than the expense of 
placing a product on the market has to 
do with the price of labor. The price of 
labor in manufacturing is a fixed charge 
which must be met, and is not modified 
or influenced in any way by the cost of 
marketing. The reserve in life insurance 
is a fixed charge determined scientifically 
upon the factors of mortality and interest. 
It is not affected in any respect by the 
cost of placing business. 

Until this truth is clearly understood, 
until those who are trying to find some 
way in which they can place their hands 
upon the sacred reserve fund for ex- 
penses, discontinue their efforts, the ques- 
tion of modifying life insurance reserves 
cannot be intelligently discussed. 

We conceive it to be possible that 
there is room for a modification in the 
reserve requirements now imposed upon 
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life insurance companies, based upon 
favorable mortality. By this we mean 
that in providing for an expected mortal 
ity which is considerably in excess of the 
actual, the companies may be reserving 
more money than is necessary for their 
purposes. We are ready at any time to 
discuss the proposition whether it is wise, 
in connection with this favorable mortal- 
ity to advocate a reduction in reserve 
requirements ; but we cannot, under any 
circumstances, advocate a_ proposition 
which has back of it the purpose to evade 
the reserves for the purpose of meeting 
initial expenses. 

A modification of the reserve during 
the early years of the policy, with the ex- 
pectation of making it up later on, would 
be a practical repudiation of the level pre- 
mium system upon which the solid struc- 
ture of life insurance in this country has 
been reared, and an acknowledgment 
that the theory of assessmentism, with all 
its train of scandal and failure, represents 
after all the true system of life insurance. 
The theory of level premium life insur- 
ance is based upon the proposition that 
the net premium shall be level through- 
out life and that the over-plus of reserve 
accumulated in the early years when the 
mortality is favorable, shall stand as an 
equalizer against the later years when the 
mortality is unfavorable. 

The proposition advanced by Mr. Moir 
and Mr. Dawson would not only break 
down net valuation, but it would break 
down the level premium system. If there 
is to be any modification in reserve upon 
the basis of favorable mortality, it must be 
a level one to conform to the principles 
of level premium life insurance. It must 


be an equal percentage of reduction in 
all years of the policy, and not a large 
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reduction in the earlier years to be made 
up later on. 

As Mr. McClintock truly says, the net 
premium system in this country has stood 
well. It has been tested by time, it has 
made the companies strong and prosper- 
ous and increased the confidence of’ the 
insuring public. Against this fact we do 
not believe that the interests of the pro- 
moters of new companies or of badly man- 
aged companies will prevail. Those com- 
panies which are now practicing prelimi- 
nary term valuation and which continue 
to do so are inviting failure,—a failure 
which is as certain to visit them as the 
ultimate disaster which came upon assess- 
ment companies. 

The trouble will not appear this year 
or next, but it will come surely and in- 
evitably. In order that the regular com- 
panies practicing level premium life in- 
surance shall not suffer by this failure, it 
is encumbent on the insurance depart- 
ments of the various states to adopt the 
suggestion so pertinently advanced by 
Mr. McClintock, namely: that there be 
a complete separation between companies 
which hold the full net reserve from the 
beginning of each policy and those which 
are taking advantage of any modification 
of this reserve in whatever form. 

Those who are responsible for the in- 
troduction of the preliminary term idea 
have much to bear. It is a satisfaction 
to know that in the state of Massachu- 
setts, which holds such a high place in 
life insurance circles, these views have 


not prevailed. It is also a satisfaction to 
those who have fought this proposition to 
know that at the end of the contest, when 
the question is brought before the bar of 
the International Congress of Actuaries, 
it received the emphatic stamp of disap- 
proval. 











COMPENSATING THE NATIONAL ASSOCIATION’S PRESIDENT. 





The JouRNAL oF INSURANCE Econ- 
oMIcs is much interested in noting that 
with the approach of the annual con- 
vention of the National Association of 
Life Underwriters at Baltimore, an 
agitation has arisen concerning the 
possible compensation of the Associa- 
tion’s president. The suggestion is 
not that the president shall be a salar- 
ied officer, but that enough to cover the 
expenses incurred by this official shall 
be annually appropriated. The sum 
suggested is $1,000. If past standards 
are adhered to we doubt if this would 
be enough. 

The question is 
presents a serious problem. A 
ago we prepared and published in this 


but 
year 


not trivial, 


magazine a special article reviewing 
the work of the chief cxecutives of the 
National Association, showing how 
arduous were their labors and what 
great responsibilities rested upon 
them. 

Our review covered the administra- 
tion of the four preceding presidents, 
and we then stated that ‘¢in the matter 
of personal expenses incurred on ac- 
count of the president’s work, it is no 
probable that the cost to any one of 
them has averaged less than $2,000.” 

It seems to us and we so stated at that 
time, that this ratio of expenditure, 
coupled with the time devoted to the 
work and the responsibility imposed, 
is unreasonable. The expenses of the 
present chief executive of the National 
Association cannot have been less than 
this average; on the contrary, they 
The 


pense is too much to impose upon 


have probably been more. ex- 


one man, even though he be willing to 


stand it for the enjoyment there is in 
the work and the honor which may 
come to him. It would certainly be 
bad, however, for the association, if, 
as time went on, it became necessary 
for the company whose representative 
was chosen for this position to pay 
these expenses. Some companies 
might, under certain conditions, be 
willing and glad to do it, but it would 
be better for the 
independent of this support. 


We hope that the National Associa- 


Association to be 


tion will take up this question at its 
forthcoming convention in some defin- 
ite way. We do that it 
can afford to ignore the consideration 
the 
past the National Association has been 


not believe 


which the situation demands. In 


extremely fortunate in being able to 
command the talent of men who have 
been willing to sacrifice both time and 
money and find pleasure and profit in 
doing so. Nevertheless, the responsi- 
bilities of the presidential office seem 
to be growing, and it will be difficult 
in the future to find the right men to 
office 
some provision is made for sharing the 
The 


National Association 


occupy this important unless 


expenses. members of the 


can well aftord 
to do this; in fact, they cannot afford 
not to. In the first place, the Associ- 
ation’s work is valuable in promoting 
their business interests, and the neces- 
sity for maintaining independence is 
too paramount to allow this question 
to be idly thrust aside. The increased 
cost to the membership is hardly to be 
considered in offset to the gain which 
will come to the Association from a 


liberal treatment of this question. 


























ROBERT W. HUNTINGTON, Jr., 


President Connecticut General Life Insurance Company, Hartford, Conn. 


When Mr. Huntington was promoted to the presidency of the Connecticut General in gor, 
at the age of thirty-five, he probably was the youngest chief executive of any level premium life 
insurance company then engaged in the business. Mr. Huntington belongs to that class of life 
underwriters who combine actuarial training with executive ability. Upon his graduation from 
Yale college in 1889, he entered the service of the Connecticut General as an office boy. He 
applied himself to the study of life insurance on its practical and mathematical side and made 
such progress in this direction that in 1893 he was elected the company’s actuary. In this office 
he continued for six years, showing an active interest in actuarial questions in connection with 
his membership in the Actuarial Society of America. In 1899 he was elected secretary of the 
company, continuing his work as actuary. When President T. W. Russell died in April, 1901, 
Mr. Huntington was elected his successor. In twelve years, therefore, Mr. Huntington advanced 
from office boy to chief executive. 

The Connecticut General is one of the conservatively managed companies which is able to 
transact an excellent business each year without special expedients, such as some claim to be 
necessary. It is a stock company, doing business upon both the mutual and non-participating 
plan. Its limit of insurance upon a single life is $15,000, while its reinsurance facilities enable 
it to issue a policy to almost any amount. The company does its business in a modest way, laying 
more emphasis perhaps upon the careful and equitable administration of its policyholders’ interests 
than in securing attention in the world of life insurance. At the same time it is making good 
strides in procuring new business and its present management is not lacking in that enterprise 
which is essential to progress and permanent success in any institution. 




















LIFE AGENTS CANNOT TAKE NOTES FOR PREMIUMS. 


The Missouri insurance department 
is attempting to enforce an interesting 
ruling regarding the taking of notes by 
life insurance agents. Commissioner 
Yates’ position is that agents cannot 
take notes for premiums, but that said 
notes must be made direct to the com- 
panies. 

It is not an uncommon thing in both 
the east and the west for life insurance 
agents to take notes for the first prem- 
ium on the policy. Insurance is fre- 
quently placed in this way which 
otherwise would not be written. It is 
customary, under these circumstances, 
for the agent to pay the premium to 
the company, 
taking from the insured a note for the 
premium to cover his own interest. In 
Missouri, however, it seems that the 
practice has been carried even further 
and that notes have been thus taken 
on the lives of persons subsequently 
rejected, and the note held as an obli- 
gation against the maker. 


less his commission, 


It seems to us that the practice of 
taking notes, however legitimate it may 
be in many cases, is one which, on 
the whole, is bad, and we believe that 
this danger can be eliminated if the 
notes for these premiums are made 
payable to the company instead of the 
agents. 
why these notes should not be paid to 


There may be good reasons 


the company, but we cannot at this 


INCREASED EMPHASIS 


_— 


time see why it is not better. A reg- 
ular form of note issued by the com- 
pany could be used for such purposes 
and the interests of the agent would be 
fully protected. 

The practice of taking notes for the 
first premium should not, in our opin- 
ion, be over-encouraged. There may 
be cases in which it is well to do so, 
but as a general practice we believe it 
to be bad both for the companies and 
the agents. It creates an impression 
on the part of the insured, that he 
can buy a valuable thing without the 
immediate expenditure of the money. 
On the other hand, when the obligation 
falls due, it may come heavily upon 
the insured, not only making him feel 
resentful toward life insurance,but may 
lead him to discontinue his contract. 

The taking of notes has a tendency 
to increase lapses, a bad thing for the 
company and the insured alike. We 
question if it is good business to issue 
a contract of insurance to a person who 
is not in a position to pay the relatively 
small cash premium, or who is not 
sufficiently convinced of the value of 
life insurance to pay cash for what he 
buys. We do not set this down as an 
absolute rule, for there are 
where life insurance is much 
and desired, although the immediate 


instances 
needed 


cash payment of the premium is im- 
possible. 


— 


LAID ON EDUCATION. 





There are many evidences that in- 
creasing importance is attached to 
technical education in life insurance. 
The conditions of competition demand 
it. It used to be said, and occasion- 


ally is today, that the successful life 
insurance agent needs to know little or 
nothing about the technical side of 
life insurance, but that time seems to 


have passed. Personality in the soli- 
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citor has by no means lost its force, 
but, all other things being equal, the 
man who knows the most about his 
business and who carries back of his 
personal persuasion the widest degree 
of knowledge concerning its technical 
aspects, is certain to win in the long 
run against the uneducated solicitor 
who relies solely upon his personal 
force for his stock in trade. 

The man who knows is not only 
able to create a better impression upon 
the person whom he desires to secure 
as a client, but he is better able to sat- 
isfy the demands of the prospective 
applicant in any inquiries which his 
intelligence may lead him to direct 
concerning the great business of life 
insurance. A life insurance solicitor 
who is well grounded in the funda- 
mental principles, who understands 
the technique of life insurance, has 
an invaluable equipment for his work. 
Education, to be sure, is not all. It 
is not that alone which brings success. 
It is the will and industry of the 
person who possesses the education. 
Knowledge, however, is power, and 
the more a man possesses the better is 
his equipment for success. 

This demand for educated life insur- 
ance men is being recognized in many 
ways. The latest, and perhaps the 
most interesting recognition of this 
fact, is the inauguration of a system- 
atic plan of education of its agents by 
the Mutual Life Insurance Company 
of New York. 


The plan adopted by that company 
is the issuance of what it terms, ‘*Edu- 
cational Leaflets” in the form of a 
series, each leaflet containing enough 
information upon the technical features 
of life insurance to constitute a lesson. 
The first leaflet in the series is of an 
elementary character which will grad- 
ually give place to more advanced 
work. The completed series will con- 
stitute a practical course of instruction 
in the general science of life insurance 
and it is evident that the plan has been 
laid out with great care and in system- 
atic order. 

George T. Dexter, superinten- 
dent of domestic agencies for the com- 
pany, makes this statement in intro- 
ducing this work to the company’s 
field men: 


Life insurance is now generally regarded 
as a profession, and as that view exterds, 
a preparatory course of study is gradually 
coming to be deemed important if not 
essential. Several correspondence schools 
of insurance have been established, and 
three or four universities have already 
included in their curricula a course in life 
insurance, while others provide frequent 
lectures on the subject. It is probable, 
therefore, that our managers can make use 
of these Educational Leaflets to secure 
many good agents from those just entering 
upon the work. Such persons have here 
the opportunity to secure, without expense 
a thorough course of instruction in the 
principles of the profession, while at the 
same time acquiring a practical knowledge 
of the business and making their own living 
by soliciting insurance under the direction 
of the manager.’’ 


NATIONAL LIFE’S NEW RATES FOR ANNUITY CONTRACTS. 


July 1, 1903, the National Life of 
Montpelier, Vt., adopted a new schedule 
for annuities upon the lives of males and 
females. This move on the part of the 
National is particularly interesting in 


view of the company’s activity in the 
annuity business. The new rates at 
earlier ages are upon a higher basis, while 
at advanced ages the rates are lower. 
Or, to put it in a different way, under the 














We 
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new schedule the amount of annuity paid 
for each one thousand dollars invested is 
less from age twenty up to age sixty than 
under the old rates, and from age sixty 
up to age eighty the amount paid annually 
on a deposit of one thousand dollars is 
larger than formerly. ‘To show just how 
the matter stands we publish the follow- 
ing table of comparative rates, including 
also the present rates of the Mutual Life : 
ANNUITY RATES—MALEs, 


-——-National Life.-——-— Mutual Life. 
Age. Old Rates, New Rates. Present Rates. 
20.. 54-42 49.15 48.17 
25. 56.59 50.84 49.83 
30.. 59.13 53-19 52.14 
365: 62.18 56.28 55-16 
40.. 65.89 60.27 59.07 
oo 70.49 65-57 64.27 
50... 76.47 72.62 71.17 
nas « 84.86 82.50 80.65 
60. . 97.24 96.20 93.81 
65.. 114.02 115.79 112.61 
70.4 134.31 138.92 134.77 
ee 158.22 163.63 158.73 
ae. 183.95 189.82 184.16 
ANNUITY RATES—FEMALES. 
20.. | 51.17 46.59 45-66 
25.. 52.59 48.29 47-33 
30.. 54 42 50-39 49.35 
40.. 59.88 56.00 54.88 
50... 69.57 66.08 64.77 
60.. 83.03 86.25 84.10 
ee 122.48 124.50 120.77 
8o.. 168.80 174.12 168.92 


While the annuity business is steadily 
increasing in the United States, and in 
the opinion of many is designed to become 
a very important branch of the business, 
yet its past transaction has not been 
wholly profitable to the companies. On 
its readjusted table the National Life 
hopes to meet the contingencies of the 
annuity business as they have presented 
themselves to the company out of its 
experience. In 1902 the life insurance 
companies of America received no less 
than $9,341,000 on account of annuities, 
and paid out $4,813,000. The Mutual 
Life does the largest amount of business 
The 
1902 by this company was $4,246,000. 
The New York Life followed next with 
The National Life takes 
$506,000, the Penn 


in annuities. amount received in 


$1,712,000. 
third place with 
Mutual following closely with $495,000. 
The other companies write mainly small 
amounts. In ten years the receipts of 
the companies from annuities have grown 
from $1,974,000 to $9,341,000, a big 
ratio of growth. 


CONTROL OF MUTUAL AND STOCK LIFE COMPANIES. 


We have recently received from an 
occasional reader of this magazine 
a communication raising certain objec- 
tions to a paragraph in an article deal- 
ing with the relations between the 
Prudential Insurance Company of 
Newark and the Fidelity Trust of the 
same city. We republish the para- 
graph as quoted by our correspon- 
dent : 

All great fortunes have grown from 
small beginnings, sometimes even from 
less than nothing, and the material pros- 
perity which has come to the original 
promoters of the Prudential is probably no 
more than that of the officers of other 
great and successful companies, whether 
they be stock or mutual, and these officers 


are just as securely intrenched in 
contrel as the officers of the Prudential 
will be under the proposed arrangement. 

Our correspondent makes the follow- 
ing frank statement thereon: 

You will excuse my observations, but I 
think you were dominated in that sentence 
by your desire to whitewash the whole 
scheme and let the stock jobbing proposi- 
tion down easy by giving mutual companies 
a “side swipe.” That is not exactly fair 
and is not stating the exact facts. When 
it becomes necessary to get rid of a man- 
agement of a mutua! company, it generally 
goes. It is possible to make them walk 
the plank, but you cannot do so with a 
stock company. 


We will try to answer our reader’s 
criticism, namely: that the officers of 
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some mutual companies are not as se- 
curely intrenched in control as the 
officers of some stock companies. It 
seems to us that the facts of the case 
are these: 

In some mutual and stock compa- 
nies the officers are not securely in- 
trenched in control, but are subject to 
the control and direction of policy- 
holders or stock-holders, as the case 
may be. In other mutual and stock 
companies the officers are just as se- 
curely intrenched in control as in the 
case of the Prudential, either through 
the medium of stock shares owned or 
by proxies held. Theoretically, the 
officers of life insurance companies are 
the servants of the policy-holders or 
the stock-holders, as the case may be. 
They only become independent of 
of this control when they own or con- 
trol a majority of the stock or a suffi- 
cient number of proxies. 


Continuous bad management is _pos- 
ible in a mutual company as well as in 
a stock company. The circumstances, 
and not the particular form of incor- 
poration is the controlling factor. 
Our correspondent says that when it 
becomes necessary to get rid of the 
management of a mutual company, ‘it 
generally goes.” By this he means 
that it does not always go. It can be 
said with equal truth that when it be- 
comes necessary to get rid of the man- 
agement of a stock company, it ‘*gen- 
erally” goes, but not always. In the 
mutual company it does not go when 
the managers control enough proxies 
to prevent it; in the stock company it 
does not go when the management 
controls enough stock to prevent. The 
mutual plan is theoretically a demo 
racy, but under the proxy system it is 
subject to manipulation and _ control 
precisely as in the case of a stock 
company. 


PRICE DISCRIMINATION AS APPLIED TO LIFE INSURANCE. 


FROM THE REGISTER OF PHILADELPHIA. 


> 


comment- 
ing upon a pamphlet reprint of an 
article which appeared originally in the 
‘‘Western Underwriter,” and was 
written by the young agency manager 
of a small California Company, very 
well and strongly puts the sound 
doctrine that rebating, whereby one 
customer is given an unfair advantage 
over competitors, is wrong in all 
branches of trade. It, however, to 
our apprehension errs in conceding the 
correctness of the pamphleteer’s con- 
tention that there is an exact parity 
between the sale of life insurance and 
the sale of other commodities. As 


‘¢‘Insurance Economics,’ 


applied to non-participating contracts 
of insurance this position is, we think 
entirely sound, but there is a very wide 


difference in the relation of the holder 
of a life policy in a mutual insurance 
company to the corporation issuing it, 
and that of a customer buying goods 
from a merchant, or a shipper forward- 
ing goods over a transportation line to 
the persons or corporations with whom 
he deals. Mutuality in life insurance 
is not meaningless. Members of a 
mutual company have a community of 
interest. Their relations to each other 
bear a strong resemblance to the com- 
munity of interest existing in a partner- 
ship. Any secret deal whereby one 
one copartner would secure an advan- 
tage in partnership dealings over his 
copartners, by means of a commission, 
rebate or drawback, not enuring to the 
benefit of the firm, is a fraud, and the 


iF 
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Price Discrimination as Applied to Life Insurance. 


partner guilty of making such profit, 
upon proof of the fact, could, in 
equity, be compelled to account to the 
firm. The managers of a life insur- 
ance company doing a mutual business 
should be regarded as in a_ position 
similar to that of the active members 
of a copartnership, and common hon- 
esty demands that they should so ad- 
minister its affairs that some members 
do not secure unfair advantages over 


others. Rebating in such a company 
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is unfair discrimination among copart- 
ners, and as such has rightfully been 
forbidden by the laws of twenty-two 
States. It is true that these acts do 
not confine the prohibition to mutual 
companies, because, as we have ad- 
mitted, the principle of rebating is 
wrong in all branches of business, but 
the laws are peculiarly appropriate to 
companies conducted on the mutual 
plan, and, as to such insurances, are 
doubly well grounded. 


FOURTH INTERNATIONAL CONGRESS OF ACTUARIES. 


FROM THE INSURANCE Post OF CHICAGO, 


The fourth International Congress 
of Actuaries, which met in New York 
City the first week in September, was 
conceded to have been one of the most 
interesting and profitable ever held. 
The attendance of foreign delegates 
was large and representative, American 
actuaries were out in force, New 
York’s hospitality was lavish, 
Secretary Cortelyou, of the new De- 
partment of Commerce and Labor, 
gave official authority to the proceed- 
ings.* 

During the five days of the meeting 
seventy papers were presented by noted 
actuaries of this country and abroad, 
dealing with all the important questions 
Many of these were of 


and 


of the science. 


purely professional interest, but a 

*The attendance of Secretary Cortelyou is regard- 
ed as significant, especially in view of this remark 
in his address: “I am glad indeed to greet you, 
not only as the representative of the Government, 
but of the Department of Commerce and Labo, 
which is fortunate in participating at the beginning 
of its career in so representative and noteworthy a 
meeting as this Congress. The officia’s of the new 
department will watch your proceedings with great 
interest, for the more fully we study the scope of 
the law which created it, the more clearly ap} ear 
the points at which our work touches the interests 
which you represent.’’ The acts of the Department 
of Commerce already show the possible scope of the 
clause admitting insurance within its jurisdiction.— 
Ed. Journal of Insurance Economics. 


number of of the topics considered 
concerned the general public as well as 
The principle topics 

improvements in 


insurance men. 
considered were 
longevity, the rates of interest, policy 
reserves and initial expenses, univer- 
sity instruction in life insurance, and 
governmental supervision. 

The debate on the various papers 
dealing with longevity was regarded 
as unusually interesting and brought 
out the fact, which runs counter to the 
ordinarily accepted opinion, that there 
has been little actual improvement in 
longevity. There has been an im- 
provement in the selected lives repre- 
sented by the insurance companies but 
the doubtful as to 


whether could be 


actuaries were 


any betterment 


shown in lives as a whole. Several 


speakers held that mortality at the 
higher ages was greater under modern 
conditions than under those formerly 
prevailing, while admitting that a 
larger proportion of men lived to attain 
the age of 60 or 70. 

Not so much interest was taken in 
the question of rate of interest, the 
actuaries evidently regarding that as a 
feature which applied rather to the 
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financial department than to. their 
own. The papers and_ discussions 
were devoted largely to a review 
of the history of interest rates, but 
with little scientific effort to forecast 
what might be expected in the future. 
Most of the speakers expected a fur- 
ther fall in interest rates. 

The question of preliminary term 
insurance was brought up under the 
topic of policy reserves and initial ex- 
penses, by a paper which sought to 
devise a prudent and_ conservative 
method of providing for initial ex- 
penses incurred in the securing of new 
business. The paper held that the 
preliminary term plan was subject to 
grave abuses, and suggested a scien- 
tific method, doing away with these, 
bringing the policies closer to the net 
valuation in a shorter time and creating 
a stricter demand. The proposition 
aroused a very animated debate, in 
which severe criticism was visited 
on the proposed plan, and the general 
idea appeared to be that there should 
be no radical departure from present 
accepted theories and standards. 

The question of state supervision of 
insurance developed some difference of 
opinion, largely because of misunder- 
standing of the term. The foreigners 


regarded the matter as referring to 
national supervision, while the Ameri- 
can actuaries, who took a prominent 
part in the debate, thought of state 
supervision as referring to the control 
of the business by the insurance depart- 
ments of the various states, many 
features of which they criticised severe- 
ly. The general concensus was that 
supervision was inevitable and even 
desirable, in the interest of the public, 
but that annoying, conflicting and use- 
less requirements should be discouraged, 
and that supervision should restrict 
itself to seeing that the business was 
honestly and capably managed, the 
funds properly conserved, and the 
reserves correctly estimated. 

The Congress also approved the 
proposition of insurance instruction 
in colleges and universities, it being 
generally conceded that any valuable 
insurance course should not be re- 
stricted to actuarial science, but should 
deal with all phases of the question, so 
as to enable business men to compre- 
hend insurance in its true relation to 
modern life. 

The convention was closed as it was 
opened, by Secretary Cortelyou as 
honorary president. The next Congress 
will be held in Berlin in 1906. 




















PROPER COMPETITION IN LIFE INSURANCE. 


Valuable Contribution to this Question Read by Frank Read of Philadelphia Before the 
Convention of Agents of the National Life Insurance Company of Montpelier, Vt. 





It isa trite saying that “competition 
is the life of trade,’’ but to instil life into 
trade you must have inherent anabolic 
virtue in order to vitalize the body upon 
which it acts. 

Every coin has an obverse and reverse 
side. Some ancient medals bear on one 
side of the mintage the name and date 
of the ruler or dynasty in whose interests 
they were stamped, whilst on the other is 
frequently placed images and allusions 
that would shock the morals and senti- 
ments of the present day ; but each side 
of the coin represents a truth and a prin- 
ciple. So competition in life insurance 
may be either beneficent, kindly, and 
tend to the elevation of the business ; or 
it may be destructive, disintegrating and 
degrading, producing untold misery in its 
train. Competition in life insurance to 
be valuable must be just, and the opera- 
tion of its principles must rest on the 
basic truths of equity and consideration 
for the rights and privileges of others. 
Where competition takes into considera- 
tion and properly conserves such princi- 
ples, it can only be beneficent and tend 
to the up-building of life insurance, using 
for its materials those things which are 
reasonable and proper and of good 
report. 

Herbert Spencer, the eminent English 
scientist, who has been declared to be 
the greatest mind since the days of Aris- 
totle, in his synthetic philosophy lays 
down the law and goes upon the assump- 
tion that human society is an organism. 
The more this thought is given consider- 
ation, the more certain we will be of the 
truth of the proposition; for no man 
liveth to himself or dieth to himself, and 


no act of a corporation or of an indi- 
vidual forming a component part of a 
corporation or body associated together 
for the accomplishment of a given pur- 
pose, can vary.one iota from the princi- 
ples of eternal verity, without a destruc- 
tion of equity and a disturbance of har- 
mony. 

Violation of principles as applied to 
life insurance practice or management is 
a discordant note that interferes with the 
rythmic beauty of the whole. Life insur- 
ance, to follow out the simile laid down 
by Spencer as to human society, is simply 
an effort on the part of society to per- 
petuate its body and nutrify the race ; 
but, whilst this is true, the system of life 
insurance is not exempt from the laws of 
competition, which is inherent in all 
human society, and is an essential and 
integral part of progress. 

Just competition may be likened to the 
refiner’s crucible, into which base metals 
alloyed with gold are placed. By the 
fires of purification the dross is eliminated 
from that which is precious and worthy 
to be preserved, and that which is use- 
ful for the purpose intended by the 
smelter remains. 

It is impossible to think of anything in 
the universe that is free from competition. 
The whole material and organic world 
rests upon the action and interaction of 
forces; but, after countless millions of 
combinations, nature produces what has 
aptly been termed “the survival of the 
fittest.” 

Error is destructive; truth rises re- 
splendent from any temporary oblivion to 
which in the mutations of time it may be 
subject, because truth and harmony must 
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be the necessary outcome of effort, so it 
has well been declared “ truth is immor- 
tal.’”’ Life insurance is no exception to 
this universal law of forces; error and 


truth will struggle in competition until 
what has been called by mechanics and 
chemists “the angle of repose”’ has been 
reached. In our profession that which 
is base will sink and decay, and that 
which is noble and true will survive. 
Competition in life insurance has pro- 
duced the great fruitage which we see in 
existence and exemplified by the large 
institutions holding fabulous sums of 
money in trust for the express purpose of 
continuing the usefulness of the members 
who have contributed to the component 
parts of the whole, to rear in virtue the 
helpless offspring and other dependent 
ones who might be left behind, and to 
preserve in dignity and comfort the home, 
the bulwark of all our greatness. 

Many evils have crept into the busi- 
ness of life insurance. Competition with 
its magic wand has steadily tended to the 
elimiation of evil and to the preservation 
of good. Who can look over the history 
of our great business and not be im- 
pressed with the fact that competition, 
and competition alone, has reared the 
solid fabric of modern life insurance, now 
conducted on the basis of a recognition of 
equity to the units composing the mass. 
We have outgrown the time when reserves 
were captured and equitable considera- 
tion refused to the unfortunate, or to 
those who from any cause desired to 
retire from the partnership with their 
fellows into which they had entered. 

No respectable company would now 
think of asking retiring policyholders to 
sign a receipt, when given in cancellation 
of their contract for any portion of their 
equity, that such payment to them was 
made not as a right, but as a gratuity ; 
yet we know that such receipts were ex- 
acted in the past before any return what- 
ever could be obtained. The insuring 
public by virtue of competition, by which 
they became educated to a recognition 
of their rights and privileges, and ‘the 
duty and obligations of the companies 
in which they were insured, stimulated 
both the sense of justice of the companies 
and led to an insistence upon just and 
proper treatment to the benefit of both 


the insured and the companies. So that 
all the leading companies of the country 
are running a race to see how much can 
be given in the shape of cash surrender, 
paid-up or extended insurance values, 
and by many of the kindly means of 
recognition that life insurance companies 
are but stewards holding in their hands 
the monies committed to their care for a 
sacred purpose. 

Competition has brought the principle 
that when insurance ceases to be needed, 
or necessity compels its surrender, that 
the just remainder after all the proper 
demands of the partnership have been 
satisfied, belong to those who contribute it. 

Thus much for the underlying princi- 
ples of equity which should govern com- 
petition in general. Let me saya few 
words as to competition in particular as 
it applies to us. In our contact with the 
world in the prosecution of our profes- 
sion, we are confronted with many 
temptations to divert us from sound 
principles of competition in our work. 
Let us remember that any violation of 
the fundamental laws of justice and con- 
sideration for the integrity of our com- 
pany, or the injury of others, will react 
upon ourselves, and sooner or later bring 
their proper return, either commendation 
for services well performed or dissatisfac- 
tion by reason of having strayed from 
that course which means the greatest 
good to the greatest number. 

Now a word to my fellow general 
agents: You are striving like myself to 
build up a patrimony for those you love. 
You are striving to do this work, I be- 
lieve, ever mindful of your duty to your 
company and your fealty to the princi- 
ples of right outlined in this paper. 

Remember, it is not altogether the 
volume of business you might transact 
which gives it value or will insure its per- 
manence, but the way in which this busi- 
ness has been done by you. To gain 
your point you are in competition with 
keen, able workers in the field of life in- 
surance. Let your blade of argument be 
the Damascus blade of truth. Be like 
one of the Knights of old, whilst engaged 
in the struggle of life, and you will find 
that 

“Your keen blade cleaveth sure, 
Your strength as the strength of ten, 
Because your heart is pure.” 
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THE NATIONAL AGENCY MEETING IN HARTFORD. 


The outcome of the meeting of the 
National Agency Association at Hartford 
in October will command unusual atten- 
tion from all underwriting interests. This 
will be due partly to the fact that the 
convention is to be held in Hartford, the 
headquarters of so many strong com- 
panies; but more particularly because 
the association has recently been under 
fire on account of its alleged tendencies 


toward radical action. The objection to 
an organization of agents for defensive 
purposes has been stronger this year than 
ever before. This is probably attributa- 
ble to the growing importance of the 
organization as well as to a clearer under- 
standing of its purposes. 

An analysis of the agency movement 
by any intelligent observer must inevita- 
bly lead to this conclusion: That the 
movement was inaugurated, and has 
grown to its present proportions, on the 
understanding that its purpose was to 
defend the local man against the adverse 
influences which, consciously or uncon- 
sciously, were tending to undermine the 
American agency system. Not to recog- 
nize this fact is fatuous. An attempt to 
divert the influence of the agency asso- 
ciations into other channels is to cut 
from under them the foundations of their 
success. ‘To insist on the maintenance 
of these organizations as auxiliares sub- 
ject to company control and direction, is 
to raise an issue which must inevitably 
result in controversy and make it difficult 
to promote that peace and harmony 
which all intelligent insurance men desire. 
A fair, considerate recognition of the 
right of these associations to stand inde- 
pendently for the interests of the Ameri- 
can agency system, with which, by the 
very nature of the case, they must be in 
more sympathetic touch, will surely bring 
about a better understanding, a warmer 
feeling, and a more kindly interest be- 
tween the companies and agents. 

Upon the other hand, the agents’ asso- 
ciations, acting as independent organiza- 
tions, cannot afford, in standing for what 
they claim to be their own rights, to 


neglect or infringe upon the rights of 
others. Where there is anapparent wrong 
to cure, the policy of persuasion should 
be pursued to the utmost limit. We sin- 
cerely hope that the time will never come 
when local agents will deem it necessary 
to apply the united force of organization 
to correct an evil which any fair-minded 
company should be glad to correct upom 
request. 

As always, important issues will be dis- 
cussed before the convention at Hartford : 
Multiple agencies, preferred business, cut- 
rate competition,compensation,state laws, 
brokerages and overhead writing. Outside 
of the actual legislation, the most import- 
ant feature of the convention will be the 
“roll call of states’’ in which representa- 
tives from each state association will re- 
port upon local conditions and discuss 
current problems. President Geer of the 
National Association, with a desire to 
focus the attention of the delegates upon 
the important topics of discussion, has 
issued a circular to the presidents of state 
associations embracing seventeen subjects 
which may be profitably touched upon 
under the roll call. Many of these topics 
indicate important lines of thought which 
prevail in the agency field. They show 
a purpose on the part of the National 
Association to obtain information con- 
cerning the questions upon which they 
expect to legislate. 

The Hartford convention this year will 
undoubtedly attract several hundred in- 
telligent agents from all parts of the 
country who will be capable of carefully 
considering the problems with which the 
agency interests are faced and of legislat- 
ing thereon in a manner which will con- 
serve the higher interests of the American 
agency system and maintain that kind of 
harmony between companies and agents. 
which will promote the permanent suc- 
cess of the movement. If the agency 
associations, as independent factors in 
the business, recognize the rights of the 
companies, they will do their part ; if the 
companies fail to recognize the right of 
the agency associations to independent 
action, then the blame for introducing an. 
element of discord will be upon them. 





THE WESTERN UNION AND INSURANCE PROBLEMS. 


Plans Formulated for Meeting Cut-Rate Competition—Agents’ Request for Higher Com- 


missions Met by Reduced Rates. 


At its annual meeting at Toronto, 
Sept. 17, the Western Union passed 
legislation upon some important prob- 
lems respecting fire underwriting in 
the middle west. The first question 
settled was the method of dealing with 
cut-rate competition. Under the rules 
of the Union existing previous to this 
meeting, a member who suffered from 
cut-rate competition by a non-union 
company, or who was forced out of an 
agency on account of the application 
of the separation rule, could apply to 
the governing committee for relief. 
If this relief was granted, notice was 
to be given to all Union companies that 
the company interested would protect 
its business in the particular locality 
concerned, 

This plan, it is stated, often resulted 
in a general rate war, going far beyond 
the confinements of the original trouble 
and causing dissatisfaction on the part 
of companies and agents who had no 
interest, direct or indirect, in the orig- 
inal cause. 

In the hope that this condition coula 
be corrected, the governing committee 
at the Toronto meeting recommended 
that hereafter relief should be granted 
to. a member who could show that a 
non-union company had cut the rate 
on a risk in which the member was 
interested, but that other union com- 
panies were not to take part in this 
competition unless their business was 
also affected, and then the competition 
was to be confined strictly to the cut- 
rate business. 

The proposition submitted by the 
<ommittee was thoroughly discussed. 


A ninety per cent. vote was necessary 
for its passage and it failed to carry by 
two votes. A modification of the 
plan to apply, only to preferred busi- 
ness was then considered and again 
defeated. 

Failing in their original plan, the 
governing committee then proposed a 
resolution authorizing the committee to 


allow a company losing business ° 


through cut-rate competition to take 
up the policies at any rate which 
might be necessary to hold the risk, 
this rule, however, not applying to 
manufacturing risks. This resolution 
was passed, the ninety per cent. vote 
not being required therefor. This plan 
renders the possibility of demoraliza- 
tion in Western rates more probable 
than under the proposition originally 
advanced by the governing committee. 

Another important piece of legisla- 
tion was the method by which the 
Union decided to meet competition in 
Kentucky and Tennessee upon bonded 
whiskey risks. The present income 
from these risks in these two states is 
said to be in the neighborhood of 
$500,000. It is stated that govern- 
mental supervision tends to reduce the 
fire hazard and that this business has 
proved quite profitable to the compa- 
nies. Rates thereon have been well 
sustained, and in consequence of this 
situation competition has become very 
active, not only on the part of the non- 
union companies paying unlimited 
commissions, but of some Union com- 
panies, also, who, it is alleged, have 
violated the fifteen per cent. commis- 
sion rule of the Western Union. 
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The Western Union and Insurance Problems. 


The local agents in Kentucky and 
Tennessee requested the Western 
Union to throw open commissions 
upon these risks and allow them to 
compete for business on that side of 
the account. The Western Union, 
however, decided that the proper way 
for the companies to meet the question 
was to reduce rates. And this the 
Union did in a drastic manner, cut- 
ting the base rates on bonded whiskey in 
two. 

The ground upon which this action 
was taken is that the Union is commit- 
ted to the policy of equalizing rates by 
increasing premiums on unprofitable 
classes, and that their action in redu- 
cing rateson a profitable class, therefore, 
consistently accords with this policy. 
It is further stated that whiskey dis- 
tillers have contemplated the starting 
of a mutual company and that several 
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stock companies recently organized 
are making a specialty of bonded whis- 
key. While the reduction will effect a 
corresponding reduction in the com- 
missions of those agents who write 
these risks for the companies, yet it is- 
argued by members of the Union that 
this action will tend to restore the bus- 
iness to Union agents inasmuch as 
non-Union companies will not pay ex- 
cess commissions at the reduced rates. 
The Union’s action of course, 
not what the agents desired, although 
The 
policy of the Union in this case was, 
it is claimed, dictated to maintain a 
consistent attitude towards the insur- 
If this be true, then its 


is, 


it may be what they expected. 


ing public. 
policy is certainly a sound one and 
must, in the long run, be a benefit to 
the insurance interests of Kentucky 
and Tennessee. 


UNDERWRITERS’ AGENCIES IN PHILADELPHIA. 


How the Local Association Met the Situation—Threatened Multiplication of these Agencies 
Causes a Restrictive Ruling. 


The Philadelphia Fire Underwriters’ 
Association has recently adopted a new 
rule in regard to “ underwriters’ agencies ” 
which is particularly interesting because 
the action has been forced by the serious 
multiplication of these agencies. 

In the spring of 1897 the Philadelphia 
Association granted to the New York 
Underwriters’ Agency and the Philadel- 
phia Underwriters the same rights as were 
accorded to other companies. The execu- 
tive committee was at the same time 
empowered to extend such rights “ to any 
such doubled-named company now in 
existence and which may be in the 
future.”’ 

The committee under this authority 


thus conferred subsequently admitted the 
Pittsburg Underwriters, comprised of five 
Pittsburg companies, the German Under- 
writers, an offshoot of the Milwaukee 
Mechanics, and the Pennsylvania Under- 
writers, an offshoot of the Westchester 
Insurance Company. The latter com- 
pany reinsured the business of the Pacific 
Fire of New York, and the underwriters’ 
agency was established for the purpose of 
protecting the business thus reinsured. 
More recently it became clear to the 
executive committee that the situation, in 
respect to these agencies, was growing 
quite complicated. Applications were 
pending from other companies which 
desired to establish underwriters’ agencies, 
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-asking for the same privileges which had 
ibeen extended to those mentioned above. 

Under these circumstances, the com- 
‘mittee felt that the time had arrived for 
-some restrictive action. An appeal was 
‘made to the members of the association, 
reciting the facts and stating that if these 
applications were granted, it was known 
ito the committee that other companies 
“were preparing to form such underwriters’ 
agencies to be operated for the sole pur- 
~pose of securing additional agencies in 
the city of Philadelphia only ; that, in 
fact, one application for such a purpose 
-was then before the committee. 

The committee, therefore, asked for 
the opinion and instructions of the mem- 
bers of the association as to what course 
should be pursued with regard to those 
underwriters’ agencies already admitted, 
and also what it should do in respect to 
the applications pending. The commit- 
tee stated, “It is feared that unless the 


-original intention of not allowing any 


company to have more than two agencies 
on an unrestricted commission is strictly 
adhered to, dissatisfaction will inevitably 
result, possibly the disruption of your 
association.”’ 

The replies received from the circular 
issued indicated that a large majority of 
the members were opposed to extending 
aunderwriters’ agency privileges to any 
which were not regularly organized to do 
a general independent business, possessing 
therefor a bona fide system of agencies and 


maintaining a general office and field force. 
The committee stated that unless other- 
wise instructed by the association it would 
pass upon all applications from this point 
of view, believing that the adoption of 
any other course would result in a gen- 
eral multiplication of agencies contrary 
to the spirit of the association’s rules. 

The intent of this ruling by the com- 
mittee is obvious. It does not rule out 
underwriters’ agencies, but it does ex- 
clude those which are organized for the 
express purpose of duplicating agencies. 
The committee has shown considerable 
skill in defining a legitimate underwriters’ 
agency. There are but few that will 
come within its scope. The New York 
Underwriters’ Agency, which is the father 
of them all and the one about which the 
discussion has mainly centered, is clearly 
admitted within this ruling. It may be 
that the executive committee of the 
Philadelphia Association has formulated 
a ruling upon the vexed question of 
annexes which will satisfy the majority of 
underwriters. There are some, however, 
whose ideas of underwriting prosperity 
and harmony will not be met until all 
underwriters’ agencies have disappeared 
from the insurance firmament, but when 
that occurs, we may confidently expect 
the appearance of some other strange 
constellation which will worry and annoy 
those who are troubled by variations 
from the customary rules and practices 
of competition. 

















NEW BROKERAGE RULES IN BUFFALO. 


The city of Buffalo, like all large 
and growing communities, has been 
obliged to enlarge the scope of its 
rulings in regard to brokerages. Until 
recently the rules of the Buffalo Asso- 
ciation have not permitted the payment 
of a commission to independent brokers 
in that city, the payment of such com- 
pensation being limited to local agents 
and companies who were members of 
the Association. On exchange busi- 
ness members were allowed 10 per 
cent, and the employment of solicitors 
upon a salary was permitted. A 
special provision was, however, made 
for the payment of a 10 per cent. com- 
mission to out of town brokers. 

The new rules adopted recognize 
the independent local broker, provid- 
ing for the payment to him of 20 per 
cent. on preferred risks and 10 per cent. 
Local brokers 
are described as any person ‘‘whose 
entire 


on all other classes. 
occupation during business 
hours is the soliciting of insurance, or 
whose business is insurance or real 
estate.” 
obtain the brokerage provided, must 


Such persons, in order to 


apply for and obtain a license and 
sign a pledge to observe the rules of 
the Association, paying for said license 
a fee of $2.50. Licenses expire at the 
end of one year and must be renewed 
each year thereafter. 

The members of the Association 
who deal with these brokers are to be 
held responsible for their acts and are 
to be liable, with the broker, for any 
dleviation from the rates or rules. The 
broker’s license may be revoked if he 


is convicted of violation, and the poli- 
cies involved cancelled by the agents 
writing them, and the latter may be 
compelled by the committee on devia- 
tiations to pay a fine of $5 and refrain 
from writing on the risk for the period 
for which the policies were issued. 
The broker shall not thereafter be 
allowed a brokerage on those policies 
during the term which they have to 
run. A license revoked for a first 
offence may be reinstated upon the 
payment of $10 and signing a new 
pledge. A second conviction entails 
final revocation with no chance of a 
new license being issued until the ex- 
piration of the year. 

Members of the Association, or any 
holding agents’ commissions, cannot 
be licensed as brokers, the old rules 
for exchange business holding good. 
There are several local companies in 
Buffalo and provision is made that 
these companies upon their own poli- 
cies may pay a commission to stock- 
holders on property which the latter 
may own or in which they may be 
interested as mortgagees. 

In regard to employees of the mem- 
bers of the Association, it is provided 
that a complete list of salaried em- 
ployees devoting their entire time to 
the members’ interests, shall be filed 
with the secretary of the Association. 
Members may accept business from 
such employees, but shall be respon- 
sible for all their acts, and no mem- 
ber of the Association shall pay a 
commission to the employees of an- 
other member. 





ANTI-CO-INSURANCE AND VALUED POLICY LAWS. 





By a recent enactment, the state of 
Minnesota has not only modified its atti- 
tude in regard to co-insurance, but has, 
at the same time, modified the applica- 
tion of the valued policy law to a very 
considerable degree. The anti-co-insur- 
ance and valued policy laws are very 
closely allied. A valued policy law is 
largely nullified by the co-insurance 
clause. The valued policy law requires 
the payment of the whole insurance in 
case of loss, regardless of value. The 
co-insurance clause determines the pay- 
ment of the insurance upon the value of 
the property. In one case thé amount of 
loss is fixed by the value of the insurance, 
in the other, by the value of the property, 
so that a co-insurance clause is antago- 
nistic to the valued policy law. 

This relation, doubtless, led to the 
prohibition of the use of the co-insurance 
clause in states where valued policy laws 
were in force. This was the case in 
Minnesota. An anti-co-insurance law 
was passed in addition to its valued policy 
law. The modification of the law just 
passed permits the use of the clause 
“upon the written request of the assured 
only whenever a reduction in the rate for 
insurance of a property described in the 
policy contract is the consideration 
named,” except that this modification 
shall not apply to dwellings or to farm 
property, or to any risk wherein the total 
insurance shall be less than $25,000. 
This latter limitation, however, does not 
apply to grain elevators, warehouses, and 
contents of the same. 

In commenting upon this change, the 
commissioner points out that ‘‘the so- 
called valued policy law has now been 
modified through this new enactment, as 
the co-insurance clause, now permitted 
under the conditions above cited, will 


apply to buildings as well as their con- 
tents.” 
We therefore see a logical retreat in 


the change of public opinion in regard to 


this whole question of the loss paying 
responsibilities of the companies. There 
is not only a distinct modification in the 
feeling that the companies should pay the 
whole insurance in case of loss, irrespec- 
tive of the value of the property, but we 
also find a public demand for the per- 
missive use of the co-insurance clause, 
because the insuring public finds it advan- 
tageous and expedient, and sound as an 
insurance proposition, to have such a 
clause in their contracts.* 

Public opinion in the long run can 
usually be trusted to bring about a correct 
condition. Adverse laws of this descrip- 
tion are frequently enacted through the 
influence of a minority, or possibly 
through the temporarily excited prejudices 
of a majority; but given an opportunity 
to clearly understand a case of this kind, 
intelligent public opinion will eventually 
be found upon the right-side. In fact, it 
is inevitable that the experience under 
these adverse laws should tend to bring 
about a change in sentiment. The 
American insuring public will not long 
persist in maintaining upon the statute 
books of any of the United States laws 
which violate the fundamental theories of 
fire insurance, and which give unjust 
advantages to the vicious and dishonest. 





*Complaints have arisen among some of the business 
men of Minnesota who carry insurance amounting to less 
than $25,000, to the effect that they are being discriminated 
against by the large property-owners who have more than 
$25,000 insurance and thus get the advantage of reduced 
rates for having the co-insurance clause. ‘These smaller 
property-owners declare that their business is more desir- 
able to the insurance companies than the large business, 
and that they usually carry insurance up to the full value 
of their property because they cannot afford to sustain any 
loss themselves in case of fire, They argue that in s 
doing they should be entitled to the reduced rate for carry- 
ing $o per cent. or more of the value of their fae 
These smaller people assert that the law was passed largely 
in favor of the big plants and therefore is ciass legisla- 
tion.— Western Underwriter. 
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VALUE OF CLASSIFIED FIRE INSURANCE STATISTICS. 


Important Report Covering Combined Figures for the Pacific Coast—Prof. Plehn’s In- 
vestigations and Conclusions Concerning the Use of Statistics. 





Through the courtesy of the Commit- 
tee on Statistics of the Board of Fire 


Underwriters of the Pacific Coast, the. 


Journal of Insurance Economics is able 
to present this month the results of an 
important investigation into the records 
of the Pacific Board, made by Prof. 
Carl C. Plehn, of the department of 
history and political science of the Uni- 
versity of California. 

The circumstances under which this 


investigation occurred are as follows: 


The Pacific Board has, for five years, 
been collating and classifyiny statistics 
of fire losses on the Pacific Coast, as 
reported to it by the companies inter- 
ested in the association. This work 
is in charge of a special committee, of 
which W. H. Lowden, Manager of the 
Norwich Union, is chairman, and 
with whom is associated Herbert Fol- 
ger, Associate Manager of the German- 
American, Phoenix of Hartford and 
New Hampshire, and Rollo V. Watt 
the Royal and Queen. 
have been compiled 
and yet 


Manager of 
These statistics 
with considerable care, 
committee having the matter in charge 
has not felt that the information collected 
afforded results upon which a defi- 
nite conclusion in all directions could 
be reached. For the purpose of forti- 
fying themselves in their work and ob- 
taining expert opinion outside of those 
directly connected with the business, 
Prof. Plehn was requested to make a 
thorough examination and study of 
these statistical records, with instruc- 
tions to report on the following points : 
1. The general value and utility of such 


a record. 
2. The degree of confidence with which 


the 


conclusions drawn from the records may 
be used. 

3. The best methods of making the in- 
formation, now more or less buried in the 
records, available for use. 


In compliance with this request, 
Prof. Plehn made an exhaustive exam- 
ination. He approached the matter 
from the standpoint of the statistical 
expert. Nevertheless, there is evidence 
in his report of a breadth of mind which 
renders him capable of appreciating 
some of the conditions peculiar to fire 
insurance, and which, therefore, makes 
his report and his conclusions of addi- 
tional importance. 

In regard to the first point submitted 
to his consideration, Prof. Plehn 
in his report that the record is 


highest 


states 
“un- 
questionably of the practical 
value;” that it gives an itemized account 
of the entire business conducted by the 
associated companies, which is quite 
essential to the proper conduct of in- 
surance, corresponding to the statistics 
of operation kept in railroad accounts, 
and the statistics of the volume of busi- 
ness by the United States Stee] Corpor- 
ation. He asserts, furthermore, that 
this information may, if properly and 
discreetly used and within certain limits, 
furnish a basis for a substantial improve- 
ment in methods of rate making. He 
contends that if fire losses, like other 
seemingly accidental events in human 
affairs, conform in the aggregate to a 
general law, then such records must be 
of value in reaching conclusions con- 
cerning such law as applied to fire in- 
surance. He says there are a considera- 
ble number of uniformities which exist 
in the annual run of fire losses which 
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never would become known if joint 
records were not kept. 

In answer to the second point of in- 
vestigation, he says that the committee’s 
records are very properly based upon an 
‘estimate of the inberent hazard” and 
he believes that this record will gradu- 
ally furnish ‘‘new and more definite 
knowledge of this hazard and make it 
possible to improve the classification.” 
In this connection, he points out that 
the Board’s classification committee 
has very wisely segregated classes in 
which there are but few risks, and which, 
taken by themselves, can furnish infor- 
mation of little value. This separation 
is necessary in order to free the larger 
classes from what would otherwise prove 
a discordant element. The object of a 
statistical record should be to keep the 
larger classes strictly homogenous, and 
as time goes on it can be determined 
where the smaller classifications be- 
long. 

Prof. Plehn reports that the inherent 
hazard in this classification is deter- 
mined ‘*by the purpose of the building 
and its occupancy alone.” This, he 
thinks, is not quite correct, claiming 
that the inherent hazard depends quite 
as much upon the mode of construction 
and the physical condition of the build- 


ing, and that these factors should ip 
some way be shown in the classification. 
This can be done wherever the modern 
system of schedule rating has been 
applied, and would involve the record- 
ing of the schedule rate on the policy 
under which the loss occurred. 

The classification, Prof. Plehn says, 
would be aided if ‘‘losses on long 
term and on short term policies should 
be so designated on every monthly loss 
report.” 

Prof. Plehn very pertinently brings 
out the meaning of the term ‘‘loss 
ratio” as used in his report, stating that 
it is the ratio of loss to the average 
amount of insurance in force. In other 
words, that it is the loss to the amount. 
at risk and not to the premium receipts. 
The latter, he says, is ‘‘objectionable 
for scientific purposes,’’ because the 
premium rate varies from year to year, 
place to place and class to class, and 
that it is therefore impossible to classify 
different years, different places or differ- 
ent classes upon that basis. 


The latter part of the report is devoted 
to explicit consideration of the confidence 
which can be placed in the statistics 
gathered by the Pacific Board and the 
best methods by which this information 
can be made useful. We therefore 
quote what Prof. Plehn says in full: 


PROF. PLEHN DETECTS THE EXISTENCE OF A LAW IN FIRE LOSSES. 


The question concerning the safety 
with which the records may be used 
can be more explicitly stated as fol- 
lows: If we know the average loss 
ratio for, say, five consecutive years, 
in a given class or in a given territorial 
division, with what degree of con- 
fidence may we reasonably anticipate 
that a subsequent period of five years 
will show the same or approximately 
the same loss ratio for that class or 


division? P 
This is a problem under what the 
mathematicians call the ‘‘theory of 


probability” or an application of what 
the statisticians calls the ‘‘law of large 
numbers.” It is well known that 
averages drawn from large numbers 
often show a high degree of regularity. 
The birth, death and marriage rates for 
communities of over a million are 
fairly stationary year after year, al- 
though they fluctuate violently in small 
communities. Whenever, therefore, 
we find a set of averages drawn from 
large numbers which vary, from one 
another only within the limits of the 
so-called law of probability, we are 
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warranted in assuming that the events 
from which the averages were drawn 
were governed. in the aggregate by 
some Jaw, even though the separate 
events considered by themselves seem 
to be matters of pure chance. 

Taking the record of the insurance 
commissioner, covering fire insurance 
in California, as a whole, for a period 
of 31 years, I find there has been a 
remarkable regularity, or evidence of 
the existence of a *‘law,” in the annual 
loss ratios (loss to amount at risk). 
The average loss on all classes of 
business combined was 51.57 cents on 
$100 at risk and the ratios for the 
different years group themselves around 
this average in a manner which fully 
satisfies the requirements of the mathe- 
matical theory of probability. 

When we come to consider, in 
place of the 31 years, simply the five 
included in your record and then pro- 
ceed to divide the aggregate into still 
smaller groups, as we do when we 
divide our record into classes and 
divisions, the probability of finding 
uniformities in the smaller groups 
decreases and we are even justified in 
being suspicious lest the uniformities 
we do find may be mere coincidences. 
On this account the warning that aver- 
ages drawn from these records must not 
be accepted implicitly in all cases and 
never without careful scrutiny cannot 
be too emphatically stated. 

Nevertheless there are many aver- 
ages which can be drawn from these 
records which are entitled to a high 
degree of confidence. Averages based 
upon large groups of very nearly hom- 
ogenous risks, provided they show no 
tendency toward violent fluctatuations 
from year to year and provided we 
know of no special reason for distrust- 
ing them, may be accepted as trust- 
worthy. The loss ratios on dwellings, 
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for example, drawn from groups of 
over one thousand risks, seem tu be 
of this character: so do many of the 
ratios for the larger divisions, especial- 
ly those which relate to exposure losses. 
But even after the existence of a uni- 
formity in these favorable cases is 
established by the various tests com- 
monly used by statisticians, the results 
will have to be checked again by that 
common sense, good judgement and 
general knowledge of conditions which 
has been the mainstay of the under- 
writer in the years gone by. Statistics 
will supplement but they can never 
take the place of experience. 

For safe results in the case of all 
small groups and of large groups 
which do not show a tendency to 
uniformity, you should be content to 
await the evidence of a fecord for a 
longer period. In short, it is utopian 
to imagine that we can jump at once 
from uncertainty to certainty in all 
matters relating to fire insurance. No 
life insurance actuary has ever com- 
puted the probability of life for an 
infant an hour old, for a man with a 
constitutional disease, or burnig with 
an acute fever, nor have they yet 
secured a thoroughly satisfactory life 
table for women. Their tables apply 
to healthy males only. From your 
present five-year record, properly used, 
you may hope to learn something of 
the inherent hazard of normally con- 
structed buildings in normal physical 
condition, for a number of classes and 
Every additional year will 
re- 


localities. 
add to the trustworthiness of the 
sults and extend their scope. 

It so happens that the five years in- 
cluded. in your record show in the 
aggregate the lowest average loss ratio 
ot any period of five consecutive years 
that can be selected from the insurance 


commissioner’s list. Three out of the 








146 Monthly Journal of Insurance Economics. 


five were remarkably low, two be- 
ing actually the lowest in the: list 
(1901, 34.66 cents; 1902, 36.51 
cents), a third (1900, 39.45 cents) 
being the fourth lowest, and only one 
(1898, 59.76 cents) being above the 
average. The improvement during 
the past five years is most marked in 
localities having fire protection. The 
experienced underwriter will know 
whether this lowering of the loss 
record is the result of some permanent 
cause. Certain it is that the loss ratio 
in the aggregate in California has not 


reached 60 cents since 1890, although 
it frequently exceeded that amount in 
former years. Ignoring the possibility 
of some potent cause of the improve- 
ment, the chance seems to be only one 
in twenty-seven that another period of 
five consecutive years will show as low 
a loss record: Whether it can be ex- 
plained or not, this again forcibly 
suggests the need for caution and 
discretion in using the figures for so 
short a period. 

In addition to the obviously necessary 
footings the following items are among 
the most important of those which 
should be computed for each division 
and each of the larger and more 
important classes within the divi- 
sions : 

1. The amount at risk at the end 
of each month and the average for the 
year. 

2. The average size of policies 
written and at risk for each year. 

3. The average premium rates for 
all classes, by divisions and in the 
larger cities (over 8,000 inhabitants.) 

4. The ratio of the number of 
fire losses to the number of policies in 
force. 

5. The average size of the policy 
under which a loss is incurred. (It 


FACT AND THEORY RUN SIDE BY 


There is very little to add by way of 
comment to Professor Plehn’s very 
clear, concise and simple presentation 
of his investigations. As a contribu- 


has surprised me to find that this is 
universaily larger than the average 
policy written.) 

6. The loss ratio proper (i. e. loss 
to liability.) 

9g. The ratio of losses to net pre- 
miums. 

8. The ratio of losses paid to the 
face of the policies under which losses 
are incurred. 

g. The proportion of fires due to 
exposures, that is in the total number 
of fires. 

10. The ratio of the face of policies 
involved in exposure fires to the face 
of all policies under which losses are 
are incurred. 

11. The ratio of exposure losses 
to total losses, or how much expos- 
ure costs. 

With these ratios computed and 
with the necessary totals at hand, it 
will be possible to make many other 
combinations and to answer at once 
practically any question the answer to 
which may properly be sought in the 
record. Thus for example, you could, 
if desired, separate the protected local- 
ities from those unprotected and com- 
pare the ratios for each. 

In making up these footings and 
averages, the utmost care must be exer- 
cised to see that no improper combina- 
tions are made. It will not do to add 
together a book four town and a book 
two city, nor to add, into one group of 
dwellings, mansions on Nob Hill, 
rookeries south of Market street, and 
vineclad cottages in Marin County. 
Your committee has so guarded the 
record that it is not open to criticism 
along these lines. 

The records are in excellent shape, 
and your committee on classification is 
entitled to the highest credit for the 
skillful manner in which they have 
accomplished what was an extremely 
arduous and tedious task, as well as 
one of well-nigh baffling difficulty. 


SIDE—COMMENT BY THE EDITOR. 


tion to the discussion upon the value of 
classified statistics we do not believe it 
can be over-estimated. The point of 
view from which the investigation is 
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made is non-partisan, and yet not dog- 
matic as the assertion of an outside 
expert. It throws a fresh light upon 
the consideration of this question, and 
we think the underwriters of the coun- 
try are indebted to those progressive 
gentlemen upon the Pacific Coast who 
have been instrumental in bringing 
about this contribution to scientific un- 
derwriting. What Professor Plehn 
says supports the view of those who hold 
that classified statistics, properly util- 
ized, are of positive benefit and vaiue 
to the business of underwriting. On 
the other hand, it does not support those 
who hold that classified statistics can be 
used as an inflexible basis of rate 
making, or that they can supplant the 
judgment of experienced underwriters. 

We desire to call attention, by way of 
emphasis, to some of the statements 
made by Prof. Plehn: 

Averages drawn from large numbers 
often show a high degree of regularity. 

Results will have to be checked by that 
common sense, good judgment and general 


knowledge of conditions, which have been 
the mainstay of the underwriter. 
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Statistics will supplement, but they can 
never take the place of experience. 

It is utopian to imagine that we can 
jump at once from uncertainty to certainty 
in all matters relating to fire insurance. 

To us, one of the most important 
conclusions reached by Prof. Plehn is 
that fire losses, dealing with large 
numbers, tend to a uniform average, 
and the actual fluctuation in fire loss 
follows almost exactly the theoretical 
line of fluctuation, as determined by a 
study of other 
words, it is shown that on the Pacific 
Coast the average rate of burning is 
51.57 and that the fluctuation over a 
long series of years varies from 34 to 
76 per hundred. Prof. Plehn presents 
a diagram in this connection, showing a 
line covering the expected fluctuation in 
the fire loss, as determined by the study 
of these statistics. Combined with this 
is a line drawn showing the actual ex- 
perience. The variation of the actual 
experience from the expected is so small 
as to be unimportant. In other words, 
the law of probabilities and the actual 
results run side by side. 


the probabilities. In 





THE LOSS RATIO AND POINT OF VIEW. 





A fire insurance manager, writing to 
this magazine concerning its presenta- 
tion of the results attained in New 
Hampshire under the valued policy 
law as respects the cost of insurance, 
has this to say: 

‘Does it not strike you as a little strange 
that none but your paper has ever picked 
up the idea, that the ratio of loss to premi 
ums has not necessarily everything to do 
with the actual cost of insurance?” 


It probably is strange in one sense, 
and yet in another, it is not. Fire 
insurance, like every other business, is 
governed largely by habits of thought. 
In the consideration of underwriting 


problems, the habit has been to center 
all thought upon the loss ratio. This 
is the common point of view, and the 
conception of underwriting questions 
depends very much upon the point of 
view. If the Journal of Insurance 
Economics has been lead to present 
certain novel, but none the less true, 
ideas concerning fire insurance, it is 
because it has persistently cultivated a 
point of view which has not always 
been popular. The publication has in 
this way been able to render a service 
of its own to fire insurance, which it 
could not have rendered had it adopted 
the popular point of view, and been 
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swept along by the accustomed trend 
of thought. This is the claim which 
this magazine has to the endorsement 
and support of intelligent underwriters. 
This support, we are glad to say, has 
been received even from those who 
cannot always endorse the views ex- 
pressed, for they feel that the point of 
view is non-partizan and the intention 
honest. 

It is not quite correct, however, to 
say that the expression of the idea 
referred to by our correspondent is 
exclusive, so far as the Journal of 
Insurance Economics is concerned. 
The editor of this magazine finds that 
it is constantly expressing ideas which 
exist in the minds of underwriters 
which they have not had the opportun- 
ity to express themselves. It is true 
that among insurance writers and 
publicists the idea that expense, as well 
as loss, is an economic factor which 
governs the cost of insurance has not 
been widely recognized. We are 
sorry to say it, but the rank and file 
of insurance papers today do not accu- 
rately express the most intelligent 
public opinion in fire insurance. To 
the underwriters themselves, who are 
doing the quiet and effectual thinking 
we look for support and endorse- 
ment. 

We can truthfully say, however, 
that the attitude of the Journal of 
Insurance Economics which it has per- 
sistently maintained for nearly five 
years, has effected considerable change 
in the point of view of the insurance 
press. We find today in these papers 
expressions of thought and ideas which 
this magazine began to voice at the 
beginning. The phrase ‘‘economics” 
was practically unknown in connection 
incor- 


with insurance until it was 
porated in the title of this publication 


and thus introduced into the insur- 


ance vocabulary. Today the un- 
derstanding of its meaning and the use 
of the term is a common thing among 
fire underwriters and insurance 


writers. 





As if to emphasize the pertinence of 
what has been said in the foregoing, we 
find, since writing it, the following in 
** Assure’ of New York: 

The average rate, we are told, is a new method 
of testing the utility of the valued policy law, and 
this is to be found in its effect upon the cost of 
insurance as it relates to the purchasing public. 
If that is the only argument that can be presented 
to the New Hampshire public it is a failure, for 
they would simply answer that, as the average 
rate was $1.27 for a period of fifteen years prior 
to the enactment of the law and $1.28 for the 
seventeen years since, the difference is so slight 
as to be not worth mentioning. The plain truth 
is that the average rate per $100 of insurance 
written is no test at all. The direct effect of such 
a statute is to increase /osses. Then the question 
arises: Have losses increased in New Hampshire 
since the enactment of the law? If there is any 
test, that is the one to apply. What was the 
burning rate of the state before and after the 
passage of the law? Let us see. 

During the fifteen years from 1870 to 1884, 
inclusive, the total of risks written, according to 
the New Hampshire report, was $619,876,556, on 
which the companies paid losses of $5,303,039, or 
85.5 cents per $100. 

For the seventeen years ending December 31, 
1902, including the whole period during which 
the valued policy law has been in force, the total 
of risks written was $1,416,516,507, and the losses 
$8,921,092, or 62.9 cents per $100. 

If these figures are to be relied upon, losses 
have decreased in New Hampshire and the com- 
panies have made better profits during the past 
seventeen years than they did in the fifteen years 
preceding 1885. 

Valued policy laws are passed for their 
supposed benefit to the insuring public ; 
not to the companies. The public is in- 
terested in the cost of insurance directly ; 
in the loss ratio only as it affects the cost 
of insurance. Rates in New Hampshire 
have steadily increased since the passage 
of the valued policy law; the favorable 
loss ratio has not affected the situation as 




















The Loss Ratio and Point of View. 


it concerns the public. Why? Simply 
because “loss”’ is not the only element 
which affects cost. Adverse laws tend 
to increase either losses or expenses, or 
both. If the companies by increasing 
expenses have been able to keep down 
the losses under the valued policy law, 
they have merely transferred the cost of 
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adverse legislation from one account to 
another. The insured pays the cost in 


either case. The average rate in New 
Hampshire since the passage of the law 
is higher than before, notwithstanding the 
normal improvement in construction and 
fire protection. Why? Because the valued 
policy law has kept up the cost of insur- 
ance. 


INTERESTING JOURNALISTIC CHANGE. 


An interesting announcement published in a 
recent number of “The Standard” of Boston 
states that Miss Emily A. Ransom, formerly treas- 
urer of the Standard Publishing Company, be- 
comes president of that corporation, and that 
Charles E. 
We understand that this change places the man- 


Belcher has been elected treasurer. 


agement of “The Standard” in Mr. Belcher’s 
hands, while Miss Ransom retains her identifica- 
tion with the publication established upon such a 


firm foundation by her late father, Col. C. M. 
Both Belcher 


have demonstrated themselves to be intelligent 


Ransom. Miss Ransom and Mr. 
and effective workers in the field of insurance 
journalism. The announced change is an evidence 
of the Standard Publishing Company’s confidence 
in Mr. Belcher’s ability to take upon his own 
shoulders the business interests of “ The Standard ”’ 
and its collateral publications. 
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THE LARGEST COMPANY IN THE WORLD WRITING LIFE, 
ENDOWMENT, ACCIDENT, LIABILITY and HEALTH INSURANCE. 


1903 





AXitna Life 


OF HARTFORD, CONN. 


Insurance 
Company. 











ASSETS, 
$63,493,545.73 











who wish to identify themselves with an old, popular 


Ambitious Men 


bh and successful com- 
pany will find that the 


ETNA LIFE |8!32,383,973.96 


offers the widest field of effort and the greatest 
opportunity for building up a large and profitable business. 










Paid to Policyholders, 











MOST DESIRABLE CONTRACTS OFFERED 
TO FIRST-CLASS AGENTS. 








APPLICATION FOR AN AGENCY 


Should be made to the Home Office at Hartford, 
Conn., or to one of its General Agents. 
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Agents’ Reference 
and Exchange List 








The following are included among those holding 


Membership in the 


National Association of Local Fire Insurance Agents. 


ALABAMA: 
N. Waller, Selma. 
John W. Scheible & Co., Mobile. 
Thames & Batre, Mobile. 


ARKANSAS: 
Adams & Boyle, Little Rock. 


COLORADO: 
R. S. Brannen. Denver. 
C. M. Sampson, Antonito. 


CONNECTICUT: 
Beardsley & Beardsley, Hartford. 
George E. Judd, Waterbury. 
Root & Boyd, Waterbury. 
John C. North, New Haven. 
V. F. McNeil & Co., New Haven. 


James S. Staples & Co., Bridgeport. 


George C. Stevens & Sons, 
Danbury. 
W. L. Hatch, New Britain. 
Frank D. Layton, So. Norwalk. 
W. C. Atwater & Sons, Derby. 
Wakefield, Morley & Co., Hartford, 
H. W. Conklin & Co., Hartford. 
Kimball & Parker, Hartford. 
Bridgeport Land & Title Co. 
James A. Hynes, Waterbury. 
Wilbur H. Squire, Meriden. 
A. B. Adams & Co., Willimantic. 


DISTRICT OF COLUMBIA: 
Ralph W. Lee, Washington. 
Wolf & Cohen, Washington. 


ILLINOIS: 
Case, agent & Co., Chicago. 
Smith, Mill 

Chicago. 
W. E. Rollo & Son, Chicago. 
Pellett & Hunter, Chicago. 
Frank F. Holmes, Chicago. 

INDIANA: 

Aaron M. Weil & Co. 

KANSAS: 

John M. Kinkel, Hutchinson. 

KENTUCKY: 

A. H. Robinson, Louisville. 
McAtee & Duncan, Louisville. 
John J. Barrett, Louisville. 

LOUISIANA: 

Peter F. Pescud, New Orleans. 


er, Whitney & Barbour, 








MAINE: 
Dow & Pinkham, Portland. 
Anderson, Adams & Co., Portland. 
Blake, Burrows & Brown, Bangor. 
George T. Holyoke, Houlton. 
F. C. Lyman, Bar Harbor. 
MARYLAND: 
Allemand & Gallagher, Baltimore. 


MASSACHUSETTS: 
Gilmour & Coolidge, Boston. 
Rogers & Howes, Boston. 
Simpson & Ide, Boston. 
Herman Bird, Cambridge. 
George Y. Wellington & Son, 

Arlington. 

J. M. Lockey & Co., Leominster. 
Clarence H. Hayes, Boston. 


MICHIGAN: 
Warren, Brown & Co., Detroit. 
MINNESOTA: 
Christian & Wagner, Minneapolis. 
Alexander Campbell, Minneapolis. 
acob Stone, Minneapolis. 
Manley-McLennan Agency, 
Duluth. 
MISSOURI: 
H. G. Buckingham, St. Joseph. 
Delafield & Snow, St. Louis. 
Geerge D. Markham, St. Louis. 
Baird & Eaton, Kansas City. 
H. M. Blossom & Co., St. aie. 
NEBRASKA: 
B. L. Baldwin & Co., Omaha. 
NEW HAMPSHIRE: 
G. D. Barrett, Dover. 
William G. Berry, Manchester. 


NEW JERSEY: 
R. P. Conlon, Newark. 


NEW YORK: 
C. B. Armstrong, Buffalo. 
Woodworth & Hawley, Buffalo. 
Clark, Williams & Groves, 

Buffalo. 

James A. Campbell, Buffalo. 
Henry D. Goodale, Watertown. 
W. H. Mandeville, Olean, 
E. F. Ashley, Rochester. 
Emmet Rhodes, Auburn. 
H. W. Greenland & Son, Syracuse. 


| 
| 
| 
| 





NORTH CAROLINA: 
Walker Taylor, Wilmington. 
NORTH DAKOTA: 
W. A. Gordon, Grand Forks. 
J. Christensen, Towner. 
OHIO: 
W. L. Alexander, Canton. 
Bryson, Brubacher & Co.,Columbus, 
F. C. McElroy, Columbus. 
Henry O’Kane, Columbus. 
Thomas H. Geer, Cleveland. 
A. W. Neale, Cleveland. 
A. W. Parsons, Cleveland. 
O.M.Stafford,Goss&Co.,Cleveland. 
Runnals & Manchester, Cleveland. 
Louis L. Rauh, Cincinnati. 
C. A. Leech, Uhrichville. 
V. T. Spitler, Findlay. 
PENNSYLVANIA: 
W. B. Flickinger, Erie. 
L. J. Van Anden, Erie. 
Wm. H. Arrott, Philadelphia. 


RHODE ISLAND: 
Starkweather & Shepley, 
Providence. 
SOUTH CAROLINA: 
Reeves & McTureous, Charleston. 
TENNESSEE: 
C. W. Olson & Co., Chattanooga. 


TEXAS: 
Childress & Taylor, Houston. 
Piper,Stiles & Schmitt,San Antonio. 


UTAH: 

E. W. Wilson, Sait Lake City. 
VIRGINIA: 

Childrey & Metts, Norfolk. 

Robert Lee Traylor, Richmond. 

S. E. Bickford, Hampton. 

T. G. Peyton & Son, Richmond. 

Julius Straus & Son, Richmond. 
WASHINGTON: 

B. W. Baker, Seattle. 

Watson, Hanford & Co., Seattle. 

Arthur D. Jones, Spokane. 
WISCONSIN: 

E. J. Tapping, Milwaukee. 

i N. Manson, Wausau. 

‘red C. Millard, Milwaukee 























INDIVIDUAL FIRE UNDERWRITERS | 


$250,000.00 Cash in Mercantile Trust Co. 
750,000.00 Subject to Call. 


OF ST. LOUIS eH cH HHH e$_s $:1,000,000.00 Total Available Assets. 
LICENSED BY THE INSURANCE DEPARTMENT OF MISSOURI 
THE UNDERWRITERS ARE 


GEORGE L. ALLEN, President Fulton Iron Works. 
W. K, BIXBY, President American Car and Foundry Co. 
R. 8. BROOKING ro Vice-Prest. Sam’l Cupples Woodenware Co. 
JAMEs CAMPBELL, Banker. 
MURRAY OARLE TON, President Carleton Dry Goods Co, 
H. N. DAVIS, Preside. tkmith a Davis Mfg. Co. 
nen D. ‘DAVIS, Lawy 
ULA, Mana ging Director Continental Tobaeco Co. 
D. Bie NOIS, President D. R. Francis & Bro. Commission Co. 
ros. HAYE sident Jos. M. Hayes Woolen Co. 
seu EL M. KE NNARD. President J. Kennard & Sons Carpet Co. 
I. H. LIONBERGER, Lawyer. 


P. C. MAFFi TT, Capitaliet. 
GEORGE D. MAR ‘AM, Senior Partner W. Li. Markham & Co. 
nase MICHAEL, Sec’y and Treas. Rice-Stix Dry Goods Co. 
I. W. MORTON. Advisory Director Simmons Hardware Co. 
THOMAS H. McKITTRICK, Pres. Hargadine-McK ittrick D.G. Co. 
Shee a C. NUGENT, lst V.-Pres't B. Nugent. & Bro. D. G. Ce. 

RICHARDS Vice-Pres't Méxican Central Railroad. 
SouN scUl LIN, Capitalist. 
E..C. SIMMONS, Advisory Director Simmons Hardware Co. 
GORWIN IL SPENCER. Capitalist. 
D. D. WALKER, Capitalist. 

STUS J. WADE, President Mercantile Trust Co. 


FE 
OLLA WELLS, Mayor of St. Louis, and President American Stee] Fdy. Co. 


Applications to W. H. MARKHAM & CO., Attorneys and Managers, Century Building, St. Louis 
Will write True Surplus Business only 





What is the use of saying ‘‘the best 
company,’’ or ‘‘the strongest com- 
pany,’’ or ‘‘the largest company’’ ? 

They all say these things. 

We say simply 


The Penn Mutual 
Life-Insurance Company 


of Philadelphia. 
Organized 1847. 


That tells the whole story. 


PHENIX 


INSURANCE 
COMPANY 


OF BROOKLYN, N. Y. 


Has removed to its New Office, 
No. 68 WILLIAM ST., 
New York. 





Incorporated 1851 


The Massachusetts Mutual 
Life Insurance Co. 


SPRINGFIELD, MASS. 


Assets Jan, 1, 1903 
Liabilities . 
Surplus 


$30,960,145.22 
28,354,119.97 
2,606,025,25 

Definite paid-up and cash surrender values 


written in every policy. 


JOHN A. HALL, President. 
HENRY M. PHILLIPS, Secretary. 


BOSTON OFFICE, 31 Milk Street. 
FRED. C. SANBORN, Manager. 





= ht--—— 
Columbian National Life 
Tnsurance Company 


BOSTON, MASS. 


SRCORPORATED UNDER THE LAWS OF MASSACHUSETTS 


PERCY PARKER, President 
' WM. BUTLER WOODBRIDGE, Gen’! Manager 





The attention of Reliable Agents in search 
of desirable contracts is called to the 


JOHN HANCOCK 


MUTUAL LIFE INSURANCE COMPANY 


OF BOSTON 


Ss. RHODES, President. 

ROLAND O. LAMB, Vice-President. 

WALTON L. CROCKER, Secretary. 
None but the best forms of Life, Endowment, Term 
and Instalment Policies issued. See our Optional An- 
nuity Policy. Good Agency contracts to the right men. 

FRANCIS MARSH, 
Manager for Eastern Massachusetts, 

John Hancock Bldg. - 178 Devonshire ae 





“The Leading Fire Insurance Company of America” 


WM. B. CLARKE, President, 
W. H. KING, Secretary. 
. C. ADAMS, Cc. J. IRV 
HENRY E. REES, ALN, WILLTAM, 
Assistant Secretaries. 














Men of Character are attracted 
to the Agency Force of the 
_ Northwestern 
Because the Northwestern ac- 
cepts business only from regu- 
lar agents of the Company ; 
Because Northwestern policies 
command 100 cents on the 
dollar. Rebating has been 
prohibited for ten years. 


Northwestern commissions are for 
Northwestern agents. 





BEST RESULTS TO POLICY-HOLDERS. 
Most ATTRACTIVE POLICIES. 


ISSUES PARTNERSHIP AND CORPORA- 
TION INSURANCE. 





For further information or an Agency, 
address : 


H. F. NORRIS, 
Superintendent of Agencies. 














The. 
Northwestern 


Mutual Life-Insurance 
Co. of Milwaukee. 


H. L. PALMER, President. 
J. W. SKINNER, Secretary. 


Organized 1857. 


Assets, Jan. I, 1903, 

Liabilities, including 
$25,424,594 surplus 
accumulations held 
to meet tontine and 
semi-tontine con- 
tracts 


$165 042,435.33 


159,564,804.52 
$5,477,630.81 





General Surplus 


Business of 1902 largest in history 
of Company. 


Purely Mutual and transacts busi- 
ness only in the United States. 











SUN 


INSURANCE OFFICE 
OF LONDON. 


FOUNDED 1710. 
United States Branch: 
54 PINE STREET, NEW YORK. 


Western Department: 
171 LA SALLE ST., CHICAGO. 


Pacific Department: 
215 SANSOME ST., SAN FRANCISCO. 





The ee 
National 

Geo. E. Kendall, 
Assurance use 


Hartford, Conn, 


Company 


OF IRELAND. 





“Trust Thyself; 


every heart vibrates to that iron 
string.” If you have confidence 
in your ability to succeed as a 
seller, the rewards are equal to 
the difficulties to be overcome—if 
you have the art of persuading 
others, and can give satisfactory 
references as to your character 
and ability, it might be to your 


advantage to write me. 


GEORGE T. DEXTER, 
Superintendent of Domestic Agencies, 
The Mutual Life Insurance Company 
of New York, 

32 Nassau Street, New York, N. Y. 








